bk T ——

)( 04002001 C
Q UNITED STATES ; 7 GMB APPROVAL
\ SECURITIES AND EXCHANGE COMMISSION OMB Number: 3235-0123
Washington, D.C. 20549 Expires: October 31, 2004
SECURMS . | Estimated average burden
!-&AL AUDITED REPORT | : hoursperresponse ...... 12.00
: y
Ay o Fo?’“AnR)({:ZIA-‘ SEC FILE NUMBER
Dit . ?2@9& T o - 8 53154
DIYISEGl or ween : o '
SIGH OF Manker REGHLar FACING FAGF.

Informaction Requxred of I?’ kers and Dealers Pursuant to Section 17 of the
Securities Kxchange Act of 1934 and Rule 17a-5 Thereunder

REPORT FOR THE PERIOD BEGINNING 6/29/n2 AND ENDING . __ 6/27/03
MM/DD) Y MM/DD/YY

A REGISTRANT IDK. NTIF{CATION

NAME OF BROKER-DEALLR: : OFFICIAL US‘E ONLY
Ernst & Young Corporate Finance, LLC
ADDRESS OF PRINCIPAL PLACE OFf BUSINESS: (Do not wse P.O. Box No. ) FIRM {.D. NO. -

233 5. Wacker Drive

(No. and Street)

Chicaga - - AL ... 50606

{Ciry} o _ . {State) {Zip Codc)

NAME AND TELEPHONEG NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
—Gery Sadzewicz . : N : o (312) 879-3794

(Area Code — Télcphonc Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whosc opinion is contained in this Report®

Grant Thornton LLIT

(Name (/’lndlvl;'iual, s1are {ase. fiest, mddle name)

60 Broad Street ' _New York L. N.Y. 10004
{Address) (Ciry) (State) {Zip Code)

CHECK ONE:
(A Certified Public Accountant

3 Public Accountant CESSED

{J Accouatant not resident in United States or any of its possessions.
- - —/ pEB 1100

FOR OFFICIAL USE ONLY i

THOMSON
FINANCIAL

“Claims for exemption from the requirement thal the annual report be covered by the opinion of an independent public accountant
must he supporied by a statement of facis and circumstances relied on as the basis for the exemprion. See Scction 240.17a-5(c)(2)

-0

Patential persons who are to respond to the collection of
information contained In this form are nat required to respond
SEC 1410 (06-02) uatess the form displays a currentty valid OMB controf number.



OATH OR AFFIRMAYYON

. swear (or affigm) that, to the best of

I Cery Sadzewicz _ .
my knowledge and belief the accompanying financial statemeat and supporting schedules perlaining to the firm of

' _._ .. .Ernst & Young Corvorate Finance, LLC . , as
;f . June 27 : 5 20_03 s are true and correct. | further swear (oc affirm) that

neitler the compauy nor any partner, proprietar, principal officer or director has any peoprietary interest in any account
classified solely as that of a customer, except as follows:

: Compliance Director
. - Title

s

Notary Public

'HIISR‘;QQII‘}/RCOIIQmS (check all applicable boxes):

(a) Faciug Page.

(b} Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Stalcment of GhangasinBioack:Coadntsy Cash Flows

{¢) Statement of Chauges in Stockholders' Equity or Partnors’ or Solc Proprictors® Capital.

(1) Statemecat of Changes in Liabilities Subordinated (o Claims of Creditors.

{g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuand to Rule 15¢3-3.

(1) Iaformation Relating to the Passession or Control Requirements Under Rule 15¢3-3.

() A Reconciliation, includiag appropriate explanation of the Compurtation of Net Capital Under Rule 15¢3-3 and the
Cormputation for Determination of the Reserve Requircments Undor Exhibit A of Rule 15¢3-3.

(k) A Recoaciliation betwecn the audited and uoaudited Statements of Financial Conditivn with respect to tnethiods of
cansolidation. : :

(1) An Oath or Affirmation.

() A copy of the SIPC Supplemental Repoct.

(n) Aceport describing any material inadequacies found to exist or found 10 have existed since the date of the previous audit.
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- Grant Thornton %

Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Member of
Ernst & Young Corporate Finance, LLC

We have audited the accompanying statement of financial condition of Ernst & Young Corporate Finance,
LLC (the “Company”) as of June 27, 2003, and the related statements of income, changes in member’s
capital, and cash flows for the year then ended that you are filing pursuant to rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards requite that we plan and perform the audit to obtain reasonable assurance about
‘whether the financial statements are free of matetial misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Ernst & Young Corporate Finance, LLC as of June 27, 2003, and the results of its operations
and its cash flows for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained on pages 16 and 17 is presented for purposes of additional analysis and
is not a required part of the basic financial statements, but is supplementary information required by rule
17a-5 under the Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in our audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.
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New Yotk, New York
September 3, 2003,

60 Broad Street

New York, NY 10004
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Ernst & Young Corporate Finance, LLC
STATEMENT OF FINANCIAL CONDITION

June 27, 2003

ASSETS

Cash and cash equivalents

Accounts receivable, net

Investment, at fair value

Equipment, at cost, less accumulated depreciation
Other assets

LIABILITIES AND MEMBER’S CAPITAL
Accrued variable compensation
Accounts payable and other accrued expenses
Retainers received and deferred revenue

Due to Member
Subordinated notes payable

Commitments and contingencies

Member’s capital

The accompanying notes are an integral part of this statement.

$52,632,216
6,684,825
2,200,000
165,460
1,169,232

$02,851,733

$11,191,584
2,966,769
10,080,321
2,544,409
3,200,000

29,983,083

32,868,650

$62.851.733




Ernst & Young Corporate Finance, LLC
NOTES TO FINANCIAL STATEMENTS

June 27, 2003

NOTE A - GENERAL BUSINESS

Ernst & Young Corporate Finance, LLC (the “Company”) is registered with the Securities and
Exchange Commission (the “SEC”) as a broker-dealer and is a member of the National Association of
Securities Dealers, Inc. (“NASD”). The Company was organized as a limited liability company under
the laws of the state of Delaware. As such, its member’s liability in the Company’s obligations and debts
shall be limited to the amount of the member’s capital contributions. The Company is wholly owned by
Ernst & Young U.S., LLP (“E&Y LLP”), 2 Delaware limited liability partnership. The Company’s yeat-
end is the last Friday in June.

The Company provides financial advisory services to companies, institutional customers and others
regarding capital markets, mergers and acquisitions and restructuring advisory services. The Company

does not carry securities accounts for customers or perform custodial functions relating to customer
securities.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1. Cash and Cash Equivalents

Cash and cash equivalents include cash in bank accounts and short-texm investments with maturities
of less than 30 days.

Cash on deposit with banks at June 27, 2003 exceeded federally insured limits.
2. Accounts Receivable
Accounts receivable are comprised of billed invoices and work-in-process which was not yet billed

at June 27, 2003. Fee income and the corresponding accounts receivable are recorded net of
reserves of $12,563,084 and $22,538,200 at June 27, 2003, respectively. Reserves are established on

an individual engagement basts.
3. Investment at Fair Value
The investment at fair value, which represents the Company’s interest in the net assets of the

underlying investment less a liquidity discount, consists of an investment in a private placement
equity security whose value has been estimated in good faith by management.




Ernst & Young Corporate Finance, LLC

NOTES TO FINANCIAL STATEMENTS (continued)

June 27, 2003

NOTE B (continued)

4.

Eguipment .

Equipment, consisting principally of computer and related office equipment, is recorded at cost.
Depreciation is computed utilizing the straight-line method over the estimated useful lives of the
assets.

Revenue Recognition

Revenue (which includes expenses billed to clients) for certain engagements is generally recognized
as earned, on a time and materials basis, as the work is performed. Revenue for other engagements
is recognized when services have been performed, or at the agreed-upon intervals and at the
amounts agreed upon with the clients.

Retainers Received and Deferred Revenue

Retainers received consist principally of refundable retainers paid by clients and held by the
Company on their behalf. In the event that client invoices are unpaid in whole or in part, such
amounts are deemed to have been paid out of the retainer. Upon close of the engagement, any
remaining portion thereof is returned to the client.

Deferred trevenue consists of clients” prepayment of fees ptior to the Company having earned them,
as discussed above.

Income Taxes

The Company is a single member limited liability company. The operations of the Company will be
included in the taxable income of the single member.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions in
determining the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.



Ernst & Young Corporate Finance, LLC
NOTES TO FINANCIAL STATEMENTS (continued)

June 27, 2003

NOTE C - INVESTMENT AT FAIR VALUE

In October of 2001, the Company and PPM Holdings, Inc. formed EYCF/PPM Holdings, LLC
(“EYCF/PPM”), which invested in Endeavour, LLC (“Endeavour”). The Company’s investment in
EYCF/PPM totaled $1,200,000, and its approximated fair value at June 27, 2003 as determined by
management totaled $2,200,000. Endeavour was established to acquire a diversified portfolio of assets,
consisting primatily of debt obligations. PPM America, Inc. (“PPM America”) is the portfolio manager
of Endeavour; charged with performing certain management, administrative, and advisory functions.
Per a subadvisory agreement, the Company is the subadvisor of PPM America, and is charged with
providing advice and assistance to the portfolio manager in performing its duties. The Company also
provides research, reporting, monitoring, credit analysis, restructuring, and disposition advice and
assistance to PPM America. In consideration for the services provided to PPM America, the Company
is entitled to receive a portion of the primary and secondary management fees paid by Endeavour to

PPM America.

NOTE D - RELATED PARTY TRANSACTIONS

On September 1, 2001, the Company and E&Y LLP entered into a “Services Agreement” (the
“Agreement”’) whereby the Company engaged E&Y LLP to provide certain services on the Company’s
behalf. Per the Agreement, payment for the services shall be negotiated on an arm’s-length basis. In
addition to payment for the services, E&Y LLP shall be entitled to reimbursement of its reasonable out-
of-pocket expenses incurred in providing the services. The setvices provided under the agreement
include rent and facilides support, technology (see Note J), employee benefits, information services,
accounting, legal counsel, new business development and office support, printing and duplicating, etc.
For the year ended June 27, 2003, the total services provided by E&Y LLP to the Company under the
Agreement approximated $20,850,000.

The Company periodically services its clients through subcontracting arrangements with E&Y LLP
employees. When this occurs, E&Y LLP charges the Company for the time and materials spent by
E&Y LLP’s employees on behalf of clients of the Company. The Company then bills its clients for
amounts paid to E&Y LLP. For the year ended June 27, 2003, the total amount of work subcontracted
to E&Y LLP totaled $11,154,640.

At June 27, 2003, the balance due to E&Y LLP for services provided per the Agreement was
$2,544,409.

During the year ended June 27, 2003, the Company advanced funds to E&Y LLP. Such advances bore

interest at 4.5% per annum. All advances were repaid during the year, together with interest income of
approximately $100,000.
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Ernst & Young Corporate Finance, LLC
NOTES TO FINANCIAL STATEMENTS (continued)

June 27, 2003

NOTEE - SUBORDINATED BORROWINGS

At June 27, 2003, the Company had outstanding $3,200,000 of nonconforming subordinated notes
payable. The notes are subordinated to claims of all general creditors, and accrue interest at the
specified “Citibank” rate, plus 2%, per annum. For the year ended June 27, 2003, interest expense on
the subotdinated notes approximated $76,000. At June 27, 2003, accrued interest on the subordinated
notes totaled §125,000 and is included in “Accounts payable and other accrued expenses” on the
statement of financial condition.

Certain Managing Directors have entered into financing arrangements with a financial institution.
Ultimate repayment of such borrowings by Managing Directors, if any, is guaranteed by the Company.
The Company will not make any repayments on the subordinated borrowings to Managing Directors
until the Managing Directors’ loan from the financial institution has been repaid.

The Company has not sought regulatory approval to allow it to, not does it, include these subordinated
notes in calculating its net capital.

NOTE F - MEMBER’S CAPITAL

E&Y LLP is the sole member of the Company and, appropriately, all of the Company’s profits and
losses are allocated to E&Y LLP.

NOTE G - WQRI(ING CAPITAL FACILITIES

The Company entered into a $10,000,000 Revolving Credit Agreement with a lending institution.
Borrowings under this facility would be charged interest at LIBOR plus 1.5% per annum, and would be
collateralized with the Company’s accounts receivable. During the ycar ended June 27, 2003, the
Company had not borrowed from this facility.

NOTE H - NET CAPITAL REQUIREMENT

As a registered broker-dealer under the Securities Exchange Act of 1934 (the “Act”) and member of the
NASD, the Company is subject to the SEC’s Uniform Net Capital Rule 15¢3-1 (the “Rule”) of the Act..
The Company has elected to use the alternative method, permitted by the Rule, which requires that the
Company maintain minimum net capital equal to the greater of $250,000 or 2% of aggregate debit items
arising from customer transactions. Net capital and aggregate debit items arising from customer
transactions change from day to day, but as of June 27, 2003, the Company had net capital of
$22,649,133, which exceeded minimum net capital requirements by $22,399,133.
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